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THEORY AND PRACTICAL ACCOUNTING 
May, 1930, Examination 
FIRST SESSION 
I. 
Are the following items liabilities at December 31, 1929? If so, how 
should they be classified? 
(a) Purchase money obligation on machinery recently acquired; 
maturing in ten semi-annual instalments with interest payable on each 
instalment in full only at maturity of instalment. 
(b) Cash dividend of $80,000.00 declared January 2, 1930, payable 
the following day. 
(c) Local real estate taxes assessed in February, 1930, and payable 
in April, 1930. 
(d) Sub-dealer's note discounted, secured by merchandise sold to 
him; ability of sub-dealer to pay doubtful. 
(e) Merchandise held in warehouse, title not transferred, to be with­
drawn and paid for as, if, and when sales of that particular product are 
made. Notes have been given covering payment which will be canceled 
and returned at the end of six months for such goods as remain unsold at 
that time. 
II. 
Indicate your disposition of the following expenditures by a manu­
facturing corporation, giving your reasons in each case: 
(a) A new battery, spotlight and axle for the delivery truck. 
(b) Life insurance premium on policy on president's life, authorized 
by board of directors, where the president is permitted to name the bene­
ficiary. 
(c) Art work to be used in advertising. 
(d) Sodding and landscaping the area in front of office. 
(e) 1928 real estate taxes, assessed and paid in 1929. 
(f) Special repaving assessment levied by city. 
(g) An electric sign erected on the roof of the factory. 
(h) Attorney's and auditor's fees incurred in purchase of a com­
petitor's business. 
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III. 
On December 31, 1929, the La Belle Shoe Company owned 1,420 shares of 
the XY Company which it purchased in 1927 at $68 per share, and 825 shares of 
the AB Company purchased in 1928 at $86.00 per share. Book values of these 
two stocks on the dates of purchase were, respectively, $65.25 and, $89.50 per 
share. 
The frozen condition of the assets of the three companies has led to a pro­
posed plan of consolidation and refinancing which has been approved by the direc­
tors and stockholders of the three organizations. 
The La Belle Company has been chartered with an authorized capital stock 
of 80,000 shares of 7 per cent convertible preferred stock, par value $25.00 per 
share, and 300,000 shares of no-par-value common stock. The conversion priv­
ilege can be exercised after May 15, 1930, and up to September 15, 1930, on a 
basis of two of common for one preferred; thereafter, up to December 31, 1930, 
on a basis of five of common for three of preferred. 
All stocks issued by the three companies and outstanding on January 1, 1930, 
were exchanged for shares in the new organization on the following basis: 
(a) For each share of La Belle Shoe Company preferred four shares of the 
new convertible preferred will be given. 
(b) For each share of La Belle Shoe Company common, eight shares of the 
new company's common shares. 
(c) For each share of XY Company stock, 6 shares of the new common shares. 
(d) For each share of AB Company stock four shares of the new common 
shares. 
An investment banker has underwritten the balance of the stock less 1,200 
shares of preferred and 4,000 shares of common which he is to receive as com­
pensation on a basis of $25.00 per preferred share and $15.00 per common. 
The cash realized from the sale of stock was to be used to retire the First 
Mortgage bonds and collateral trust notes and to liquidate $500,000.00 in bank 
loans. Half of the balance was to be applied against the overdraft and trade notes 
and accounts payable, the other half to be utilized as working capital. 
On December 31, 1929, the AB Company owed the La Belle Shoe Company 
$42,591.19 on open account for goods manufactured for them in 1929. The AB 
Company had $26,498.07 of this material in inventories on the same date, on 
which the La Belle Shoe Company had realized a profit of $4,100.56 when sold. 
In addition to the cash advances received from the La Belle Shoe Company, 
the XY Company owed the former organization $110,923.45 on open account for 
raw materials purchased by the former and billed at cost plus 5 per cent handling 
charges. 
All accounts appearing on the foregoing balance sheets have been audited and 
reflect the financial condition of the three companies on December 31, 1929. 
You are asked to prepare a balance sheet of the new company on January 1, 
1930, after giving expression to the proposed financing. 
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Below is a balance sheet of the three companies on December 31, 1929: 
L a B e l l e 
A s s e t s . Shoe. Co. X Y Co. A B Co. 
Cash $3,849.90 $2,162.40 
I n v e n t o r i e s 794,628.15 129,436.89 $102,417.86 
R e c e i v a b l e s ( l e s s r e serve for bad debt s ) 641,773.62 211,723.04 65,209.47 
I n v e s t m e n t in subs id iar i e s 167,510.00 
U n a m o r t i z e d bond d i scount 6,274.50 
A d v a n c e to X Y Company 59,178.32 
D e p o s i t on l e a s e d m a c h i n e r y 40,000.00 
L e a s e h o l d 7,560.18 
Land, bu i ld ings , e q u i p m e n t ( l e s s r e s e r v e for d e ­
prec ia t ion ) 1,256,337.61 102,385.45 119,358.10 
Goodwi l l 100,000.00 1.00 
Tota l a s s e t s 3,069,552.10 445,708.78 294,545.61 
L i a b i l i t i e s a n d N e t W o r t h . 
B a n k overdraf t $1,728.72 
B a n k loans $715,000.00 $60,800.00 39,900.00 
N o t e s and a c c o u n t s p a y a b l e to trade 498,276.14 201,518.40 97,243.64 
A c c r u a l s 55,101.78 9,006.32 2,816.56 
6 per cent first m o r t g a g e bonds 950,000.00 
Col la tera l t r u s t n o t e s 65,000.00 
Capi ta l s t o c k : 
6 ½ per cen t preferred—2,500 shares , $100.00 
par v a l u e 250,000.00 
C o m m o n : 
La B e l l e Shoe Company—4,500 shares , $100.00 
par v a l u e 450,000.00 
X Y Company—2,000 shares , $50.00 par v a l u e 100,000.00 
A B Company—1,250 shares , $100.00 par va lue 125,000.00 
Surplus a r i s i n g f rom s t o c k d o n a t i o n 50,000.00 
E a r n e d s u r p l u s 101,174.18 74,384.06 *37,143.31 
Tota l l i ab i l i t i e s and net w o r t h 3,069,552.10 445,708.78 294,545.61 
•Red . 
THEORY AND PRACTICAL ACCOUNTING 
SECOND SESSION 
May, 1930, Examination 
I. 
Among the equipment accounts of B Foundry Company is one entitled 
"Patterns." Analysis of this account discloses the fact that on January 1, 
1925, when the corporation was formed and the assets purchased from a 
going company, a value was set up of $145,000.00, less an accrued depre­
ciation of $23,557.30 based on appraisal figures which determined the 
purchase price. Since that time no further provision has been made for 
depreciation and all additions have been charged directly to expense as 
follows: 
Year Purchases charged to expense 
1925 $114,024.80 
1926 75,649.36 
1927 120,298.28 
1928 102,236.44 
1929 60,845.12 
The management believes the continued appearance of the same value 
for Patterns impairs the worth of the balance sheet in the eyes of bankers. 
Long and Short are partners in a small retail establishment and do 
not keep a set of books. At the end of each year, however, they inventory 
all their assets and liabilities. From the following information, compute 
the profits for the year ending December 31, 1929: 
II. 
SUMMARY OF ASSETS 
December 31 
Particulars 1928 1929 
Cash 
Accounts receivable 
Inventories 
Furniture and fixtures 
$ 136.81 $ 129.13 
8,621.43 12,046.19 
4,629.32 5,183.26 
4,118.36 4,927.38 
Total $17,505.92 §22,285.96 
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SUMMARY OF LIABILITIES 
Accounts payable 
Notes payable . . 
$ 4,261.83 $ 3,284.19 
100.00 500.00 
Total $ 4,361.83 $ 3,784.19 
Withdrawals during 1929 were $6,500.00. 
Long made an additional investment of $1,000.00 during the year. 
Due allowance for depreciation has been made in the valuation of 
furniture and fixtures. 
A and B formed a partnership on January 1, 1926, for the purpose of selling 
paints, wallpaper, and supplies to painters and decorators, each having contrib­
uted $25,000.00 cash. The partnership agreement stipulates: 
(1 ) That A and B are to receive a salary of $5,000.00 per year and that this 
salary is to be considered an expense. 
(2) That each year's profits are to be divided in accordance with the capital 
ratio at the beginning of the year. 
On January 1, 1928, C paid $30,000.00 for an interest in the partnership and 
it was agreed that A and B were to receive annual salaries of $7,000.00 each; that 
C is to be paid an annual salary of $4,000.00 and is to receive additional compen­
sation equal to 3 per cent of the net sales to any new customers which he might 
secure; and that the profits were to be divided between the three partners in the 
same manner as in the old partnership. 
On January 1, 1930, C, with the consent of A and B, began negotiations with 
D for the sale of his interest in the partnership. 
You have been engaged by D to determine the correct balances in each of the 
partners' capital accounts at December 31, 1929. 
During the course of your investigation you find, in addition to the above 
facts, the following conditions: 
(1 ) The books have never been audited. 
(2 ) Salaries, including C's three per cent of certain net sales, have been cred­
ited periodically to partners' personal accounts. Withdrawals have been charged 
to the same account. The partners now agree that their capital accounts should 
have been adjusted at the beginning of each year by the balances of their personal 
accounts at that date. 
(3 ) The following entry was made January 1, 1928 , upon the admission of C 
as a partner: 
Goodwi l l $30,000.00 
The $30,000.00 cash paid by C was divided equally by A and B without any 
entry having been made on the books. The partners now state that it was their 
III. 
C—Capital 
To record a d m i s s i o n of C as partner . 
$30,000.00 
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intention that C was to buy a 30 per cent interest in the net assets of $70,000.00, 
and that the interests of A and B were to be 35 per cent each. 
(4 ) The fol lowing errors were discovered in setting up liabilities on the 
books: 
A r t i c l e s D a t e P u t 
Invo ice D a t e . Purchased . On B o o k s . A m o u n t . 
(a ) D e c e m b e r 18, 1927—Merchandise—January , 1928 $3,000.00 
D e c e m b e r 28, 1927—Auto T r u c k — J a n u a r y , 1928 2,400.00 
( a ) N o v e m b e r 1, 1928—Merchandise—January , 1929 10,000.00 
(b) J a n u a r y 2, 1929—Merchandise—December , 1928 4,000.00 
( a ) D e c e m b e r 26, 1929—Merchandise—January , 1930 2,000.00 
( a ) Inc luded in D e c e m b e r 31 i n v e n t o r y of y e a r of invo ice and in p u r c h a s e s 
of f o l l o w i n g year . 
(b ) Inc luded in D e c e m b e r p u r c h a s e s but not in D e c e m b e r 31 invent ory . 
(5 ) Net sales for 1928 and 1929 were as follows: 
From C's Other 
Year. Cus tomers . Sources . Tota l . 
1928 $50,000.00 $200,000.00 $250,000.00 
1929 90,000.00 260,000.00 350,000.00 
Tota l . . 140,000.00 460,000.00 600,000.00 
(6 ) On January 15, 193 0, the partners learned that one of C's customers, 
whose account at December 31 , 1929, totaled $6,000.00, had departed for parts 
unknown and that the account was a total loss. This item has not been adjusted. 
(7 ) A number of credit memoranda were issued during the first week of 
January, 1930, covering returns made in December, 1929. An examination of 
the inventory sheets reveals that these returns, totaling $6,000.00, were included 
at cost in the physical inventory of December 31, 1929, and that they were applic­
able to C's customers. 
(8) The partners' capital accounts were analyzed by you as fol lows: 
P a r t i c u l a r s . 
Orig inal c o n t r i b u t i o n — J a n u a r y 1, 1926 . . 
Profits , per books—1926 
B a l a n c e — D e c e m b e r 31, 1926 
Profits , per books—1927 
B a l a n c e — D e c e m b e r 31, 1927 
A d m i s s i o n of C 
B a l a n c e — J a n u a r y 1, 1928 
Profits , per books—1928 
B a l a n c e — D e c e m b e r 31, 1928 
Profits , per books—1929 
B a l a n c e — D e c e m b e r 31, 1929 
A. 
$25,000.00 
6,000.00 
B. 
$25,000.00 
6,000.00 
C. Total . 
$50,000.00 
12,000.00 
31,000.00 
9,000.00 
31,000.00 
9,000.00 
62,000.00 
18,000.00 
40,000.00 40,000.00 
30,000.00 
80,000.00 
30,000.00 
40,000.00 
12,000.00 
40,000.00 
12,000.00 
30,000.00 
9,000.00 
110,000.00 
33,000.00 
52,000.00 
15,271.20 
52,000.00 
15,271.20 
39,000.00 
11,457.60 
143,000.00 
42,000.00 
67,271.20 67,271.20 50,457.60 185,000.00 
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(9 ) Partners' personal accounts have been summarized thus: 
P a r t i c u l a r s . A. B. C. Tota l . 
Salaries—1926 $5,000.00 $5,000.00 $10,000.00 
W i t h d r a w a l s — 1 9 2 6 4,000.00 8,000.00 12,000.00 
B a l a n c e — D e c e m b e r 31, 1926 1,000.00 3,000.00 2,000.00 
Salaries—1927 5,000.00 5,000.00 10,000.00 
T o t a l 6,000.00 2,000.00 8,000.00 
W i t h d r a w a l s — 1 9 2 7 10,000.00 5,000.00 15,000.00 
B a l a n c e — D e c e m b e r 31, 1927 4,000.00 3,000.00 7,000.00 
Salar ies—1928 ( i n c l u d i n g C's e x t r a c o m ­
p e n s a t i o n ) 7,000.00 7,000.00 $5,500.00 19,500.00 
Tota l 3,000.00 4,000.00 5,500.00 12,500.00 
W i t h d r a w a l s — 1 9 2 8 10,170.00 7,680.00 7,150.00 25,000.00 
B a l a n c e — D e c e m b e r 31, 1928 7,170.00 3,680.00 1,650.00 12,500.00 
Salar ies—1929 7,000.00 7,000.00 6,700.00 20,700.00 
Tota l 170.00 3,320.00 5,050.00 8,200.00 
W i t h d r a w a l s — 1 9 2 9 6,000.00 6,000.00 5,000.00 17,000.00 
B a l a n c e — D e c e m b e r 31, 1929 6,170.00 2,680.00 50.00 8,800.00 
Bold figures Red . 
After reviewing the adjusted figures compiled by you, D agrees to pay C 
$50,000.00 for his interest upon the following conditions: 
(1 ) That the total capital of the new firm be $140,000.00 and that the re­
spective interests of the partners in the assets be: A, 30 per cent; B, 40 per cent, 
and D, 30 per cent. 
( 2 ) That any difference between the partners' capital accounts, including D's, 
and their respective interest in the new capital of $140,000.00 be adjusted by a 
contribution to or withdrawal from the firm's cash. 
The partners accepted these stipulations on February 1, 1930, and all cash 
sett lements were made on that date. They now ask: 
(1 ) That you prepare a statement showing in detail the effect of these ad­
justments on the partners' accounts. 
(2 ) Determine whether A and B have a tax liability in connection with the 
receipt of $15,000.00 each on January 1, 1928. The $15,000.00 was not included 
by them in their tax returns. 
(3 ) Compute income or loss for federal income tax purposes for A, B, and C, 
as a result of the sett lement now concluded. 
PRACTICAL ACCOUNTING 
THIRD SESSION 
May, 1930, Examination 
M A X W E L L L U M B E R COMPANY 
B a l a n c e S h e e t — D e c e m b e r 31, 1929 
A s s e t s . 
Cash $72,581.16 
R e c e i v a b l e s .. .. 620,486.74 
I n v e n t o r i e s 1,596,223.01 
I n v e s t m e n t s 275,200.00 
B o n d d i scount 12,500.00 
Land 145,068.00 
B u i l d i n g s 317,625.88 
T r u c k s 58,392.15 
E q u i p m e n t 26,663.42 
F u r n i t u r e and f ixtures 5,118.63 
Goodwi l l 1.00 
Tota l a s s e t s 3,129,859.99 
L iab i l i t i e s and Net W o r t h . 
Accrua l s • • • $36,236.41 
N o t e s p a y a b l e 75,000.00 
A c c o u n t s p a y a b l e 310,689.77 
Deprec ia t i on r e s e r v e for b u i l d i n g s 95,322.60 
D e p r e c i a t i o n r e s e r v e for t r u c k s 32,481.32 
D e p r e c i a t i o n r e s e r v e for e q u i p m e n t 6,040.78 
D e p r e c i a t i o n reserve for f u r n i t u r e and f ixtures 1,114.55 
6 ½ per cen t first m o r t g a g e bonds 225,000.00 
R e s e r v e for bad debts 17,256.01 
7 per cent preferred s tock , par $100.00 per share 500,000.00 
Common s tock , n o - p a r va lue , 14,260 s h a r e s o u t s t a n d i n g 1,000,000.00 
Surplus 689,045.92 
N e t profits—1929 141,672.63 
Total l i ab i l i t i e s and ne t w o r t h 3,129,859.99 
(1) Receivables include $10,000.00 of cash advances to Glazed Tile Roofing 
Company, $17,500.00 of advances to officers of the company, and $20,415.98 for 
materials sold to Herrick Construction Company. Accounts totaling $216,476.00 
are supported by notes, of which $5,260.00 are past due and are of little or no 
value in the judgment of the management. 
(2 ) Inventories include $6,586.24 of roofing tile purchased from the Glazed 
Tile Roofing Company which had been invoiced at prices that realized 1 2 ½ per 
cent profit on sales. 
(3 ) Investments included $10,000.00 in certificates of deposit, $11,500.00 in 
county and municipal bonds, 1,150 shares of Glazed Tile Roofing Company stock 
and 1,387 shares of Herrick Construction Company stock. The bonds were re­
ceived in payment of accounts and are valued at par. The stock is also held at 
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par, although the Herrick stock was purchased from an estate on January 1, 1929, 
at the average price of $115.00 per share, the premium having been charged off 
as a 1929 expense. The Glazed Tile Roofing Company stock had been purchased 
at the date of organization at par. 
(4 ) Buildings includes $88,984.42 of billings from the Herrick Construction 
Company on an uncompleted contract for the erection of mills and yards in out­
side towns. 
(5 ) In accounts payable is the sum of $3,049.16 due the Glazed Tile Roofing 
Company on open account, and $5,200.60 due the Herrick Construction Company 
on the building contract. Additional billing of $7 ,442.31 dated December 3 1 . 
1929, and received January 2, 1930, was not reflected on the books. 
(6 ) The first mortgage serial bonds are dated November 15, 1928. Interest 
is payable semi-annually and has been met and accrued to date. Bond discount 
has not been amortized. The total issue was $250,000.00 . The indenture specifies 
that the bonds be retired at the rate of $25,000.00 on November 15 of each year 
at a premium of 4 ½ per cent the first year and ½ per cent less for each succeed­
ing year thereafter. 
(7 ) The minutes of the board of directors held on December 30, 1929, record 
a resolution to pay the regular semi-annual dividend on preferred stock January 1, 
1930. Reflection of this resolution on the company's books is contained in an entry 
of January 1, 1930, charging surplus and crediting cash. 
G L A Z E D T I L E ROOFING COMPANY 
B a l a n c e S h e e t — D e c e m b e r 31, 1929 
A s s e t s . 
Cash $1,720.36 
N o t e s rece ivab le 5,162.81 
Trade a c c o u n t s 21,445.70 
R a w m a t e r i a l s 2,386.22 
W o r k in p r o c e s s 1,972.15 
F i n i s h e d s tock 12,014.78 
L a n d 10,235.00 
P l a n t 38,727.84 
M a c h i n e r y 51,663.95 
E q u i p m e n t 1,840.60 
T o t a l a s s e t s 147,169.41 
L iab i l i t i e s and N e t W o r t h . 
A d v a n c e s f rom M a x w e l l L u m b e r C o m p a n y $10,000.00 
A c c o u n t s p a y a b l e 16,572.02 
A c c r u a l s 1,685.91 
D e p r e c i a t i o n r e s e r v e on p lant 1,393.28 
D e p r e c i a t i o n re serve for m a c h i n e r y 4,320.70 
D e p r e c i a t i o n r e s e r v e for e q u i p m e n t 1,184.06 
Capita l s tock, $100.00 par v a l u e (1,250 s h a r e s ) 125,000.00 
Surp lus *16,601.38 
N e t profits—1929 3,614.82 
Tota l l i ab i l i t i e s and ne t w o r t h 147,169.41 
*Red. 
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(1 ) Trade accounts included $3,049.16 due from Maxwell Lumber Company, 
$10,480.09 due from Herrick Construction Company and $1,455.25 due from a 
firm then in bankruptcy court and on which the management reports a possible 
recovery of 20 per cent. The remaining receivables are considered good. 
(2) Plant consists entirely of buildings erected by the Herrick Construction Com­
pany in 1927, the contract for which netted the latter a profit of $33,520.71. 4 , 9 6 6 . 7 2 . 
(3 ) Accounts payable include bank loans of $10,000.00 guaranteed by the 
Maxwell Lumber Company. 
H E R R I C K CONSTRUCTION COMPANY 
B a l a n c e S h e e t — D e c e m b e r 31, 1929 
Assets. 
Cash $11,268.41 
R e c e i v a b l e s 208,411.26 
I n v e n t o r i e s — M a t e r i a l s 16,400.38 
I n v e s t m e n t s 110,000.00 
Mach inery a n d t o o l s 31,126.72 
T r u c k s and a u t o m o b i l e s 22,009.56 
F u r n i t u r e a n d f ix tures . 2,833.29 
G o o d w i l l (acquired in e x c h a n g e for s t o c k ) 32,415.20 
W o r k in proces s 496,211.17 
Prof i ts absorbed on u n c o m p l e t e d c o n t r a c t s 97,064.28 
Tota l a s s e t s 1,027,740.27 
L iab i l i t i e s and Net W o r t h . 
N o t e s p a y a b l e $60,475.25 
A c c o u n t s p a y a b l e 52,180.61 
D e p r e c i a t i o n re serve for m a c h i n e r y 12,419.22 
D e p r e c i a t i o n r e s e r v e for furn i ture and f ixtures 570.46 
D e p r e c i a t i o n r e s e r v e for t r u c k s and a u t o m o b i l e s 15,619.30 
B i l l i n g s on u n c o m p l e t e d c o n t r a c t s 647,218.96 
Capi ta l s t o c k — n o - p a r v a l u e (1,460 s h a r e s i s sued) 146,000.00 
Surp lus 118,837.57 
Profit for 1929 64,418.90 
R e s e r v e for bad d e b t s 10,000.00 
Tota l l i ab i l i t i e s and ne t w o r t h 1,027,740.27 
(1 ) Cash includes bank deposits and a petty cash fund of $500.00 , analysis 
of which shows on December 31 , 1929, I. O. U.'s signed by officers and employees 
totaling $395.00 , all of several months standing, and petty cash vouchers covering 
miscellaneous expenses of $84.16. 
(2 ) Receivables includes $12,642.91 due from Maxwell Lumber Company on 
contract. 
(3 ) Investments include $10,000.00 of stock in Glazed Tile Roofing Company 
and $100,000.00 of the Maxwell Lumber Company first mortgage bonds, on which 
interest income has not been accrued. Glazed Tile Roofing Company stock was 
purchased for cash at organization of company in 1927. Bonds were purchased 
at $96.00 and appreciated to par value by a credit to surplus December, 1928. 
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Original purchase was 110 bonds of $1,000.00 face value, 10 bonds being retired 
by the Maxwell Lumber Company on November 15, 1929. 
(4 ) Work in process includes the following items applicable to the Maxwell 
Lumber Company contract: 
Material used on this job includes $17,823.12 of lumber purchased during 
1929 from the Maxwell Lumber Company, at cost plus 1 2 ½ per cent. It also in­
cluded $3,659.40 of materials purchased during 1929 from the Glazed Tile Roofing 
Company, billed to net 10 per cent profit on sales. 
(5 ) Material inventory and work in process include respectively $3,423.40 
and $93,100.24 of i tems purchased from Maxwell Lumber Company during 1929 
on which the lumber company netted an average profit on sales of 1 2 ½ per cent. 
Products bought from the tile company in 19 29 and included in the two inven­
tories total respectively $575.22 and $17,697.89, on which the Glazed Tile Roofing 
Company realized a profit of 10 per cent on sales. 
(6 ) Profits absorbed on uncompleted contracts represent the prorata share 
of the estimated profit to be realized, based on the amount of cost already incurred 
or the total work in process. 
(7 ) Notes payable include bank loans of $35,000.00 secured by the Maxwell 
Lumber Company bonds. 
(8 ) Bill ings are computed so that they bear the same ratio to the total con­
tract price as the costs to date bear to the total estimated cost. Bil l ings are made 
periodically as the work progresses and as additional costs are added to work in 
process. The book balance of billings on uncompleted contracts includes billings 
to the Maxwell Lumber Company of $96,426.73 which covers work in process up 
to December 31, 1 9 2 9 . Bill ings to other customers totaling $46,056.49, and en­
tered on the books January 13, 1930, completed the billings on all work in process 
up to December 31, 1929. 
(9 ) Accounts payable include $20,415.98 due Maxwell Lumber Company and 
$10,480.09 due Glazed Tile Roofing Company. 
From the above information prepare a consolidated balance sheet and affix 
thereto your certificate. 
Mater ia l 
Labor . . 
Overhead 
$41,388.47 
31,467.28 
9,106.97 
Tota l c o s t to date 81,962.72 
AUDITING 
May, 1930, Examination 
I. 
Final agreements as to Federal income tax liability have been signed 
by the A Company and the Commissioner of Internal Revenue through the 
year 1926. In auditing the company's books for 1929 you note that cer­
tain changes in depreciation rates were made by the Revenue Agent in 
the years prior to 1927, and that the company has accepted them. 
(a) Would you, as auditor, accept these changes in rates and employ 
them in computing depreciation for audit purposes in 1929? 
(b) Should the additional tax liability for 1927 and 1928, which the 
application of the changed rates will create, be computed by you and be 
shown in your balance sheet at December 31, 1929? 
Give reasons for your answers. 
II. 
A certain printing establishment has on hand at the end of its fiscal 
year type-metal which cost $48,521.25 and is worth $55,248.61 at current 
quoted prices, an active market therefor always existing. The company 
does not trade in type-metal and has on hand only the amount necessary 
for its linotype and monotype machines. In these machines the metal is 
melted and molded into type which, having served its purpose, is remelted 
and used again. A certain amount of shrinkage and deterioration occurs 
but these deficiencies are made good through current renewals which are 
charged to expense. At the end of each year a physical inventory is taken, 
making unnecessary any provision for depreciation. 
The question has been raised as to whether type-metal is a current 
asset (inventory) or a capital asset. The credit department at the com­
pany's bank contends that type-metal is a quick asset and should be so 
classified: a physical inventory is taken once yearly, the lower of cost or 
market exists as a basis of valuation, and the item can be readily disposed 
of in case the bank calls its loan or other emergency arises. 
How, in your opinion, should type-metal be classified in preparing the 
balance sheet of the company? Give reasons. 
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III. 
Following is a transcript of all the items in an "investment" account 
on the books of the A Company: 
April 10, 1 9 2 9 — 1 0 0 shares of Apex Foundries common 
stock purchased $4,826.25 
June 25, 1929—1,180 shares of Southern Sugar preferred 
purchased 4,748.50 
November 26, 1 9 2 9 — 1 0 0 shares of Apex Foundries com­
mon stock sold $2,960.00 
The fair market value of Southern Sugar stock at December 31, 1929, 
the date of your audit, as reflected in stock exchange quotations, was 
$6.00 per share; in view of this fact the president of the company recom­
mends that the book balance of the account be allowed to stand since it is 
less than the market value of the stock remaining. The president explains 
that the account represented a temporary investment of cash, and that in 
view of this single purpose, appreciation logically offsets depreciation. 
Explain (a) how you would verify the account and (b) what valua­
tion should be placed on the account for balance sheet purposes. 
IV. 
The A Company, whose stock is listed on the exchange, has purchased 
about 5 per cent of its outstanding stock at current market prices (which 
are nearly three times the original issue price) for distribution to em­
ployees under a certain bonus plan. It is estimated that not more than 
20 per cent of the present holdings will be distributed during the coming 
year. It has been the practice of the company on its balance sheet to 
regard the investment as an asset and on its statement of profit and loss 
to include dividends received therefrom as miscellaneous income. Do 
you approve? If not, how would you dispose of these items? 
V. 
The cash receipts of the A Company are not deposited intact, cer­
tain payrolls, for example, being regularly paid therefrom. You are now 
examining the books of the company, this being the first audit to which 
the books have been subjected. 
Cash on hand per general ledger at December 31, 1929, was $1,293.32 
and at February 28, 1930, the date of your audit, $1,342.03. Your count 
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reveals but $1,205.12 on hand at the latter date, which includes a check 
on account from a customer amounting to $133.34, not yet entered on the 
books. The cashier is unable to account for the discrepancy, and states 
that the book balance has never been reconciled with the balance on hand. 
What steps would you take to trace the difference and what remedial 
measures would you recommend to prevent a recurrence of the difficulty? 
VI. 
A standard cost system was installed several years ago by the A 
Company as a result of which it has been distributing its factory overhead 
on a basis equivalent to approximately 200 per cent of direct labor. For 
1929, however, the actual ratio of factory overhead to direct labor was 
400 per cent, as compared to 450 per cent for 1928. Work in process and 
finished stock at the end of each of these years were valued as follows: 
December 31 
Particulars 1928 1929 
Material $120,000.00 $150,000.00 
Direct labor 40,000.00 54,000.00 
Factory overhead 80,000.00 108,000.00 
Total $240,000.00 $312,000.00 
Because of the low profit showing for 1929, it has been suggested 
that the closing inventory be valued on the basis of the actual overhead 
ratio for 1929, it having been determined that the closing inventory con­
tained no items on hand at January 1. 
Outline the position you would take as auditor of the company's 
accounts for the year 1929. 
VII. 
Upon the examination of the sales records of a retail dress establish­
ment you find the following conditions: 
The inventory is kept on a perpetual inventory basis, purchases being 
charged at cost to inventory account and the dresses sold being credited 
to inventory at cost and charged to cost of sales. Numerous special orders 
are taken each month for dresses not carried in stock and these are put 
through the records as regular sales. 
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At December 31, 1929, the following "special orders" were still un­
filled: 
Date Sales Price Cost Price Cash Deposit 
1 2 / 4 /29 $75.00 $40.00 $ 5.00 
1 2 / 5 /29 47.50 31.50 10.00 
1 2 / 1 8 / 2 9 37.50 22.50 none 
1 2 / 2 6 / 2 9 60.00 42.50 none 
Cash deposits were credited to accounts receivable when the dresses 
were ordered. The liability is to be set up when the dresses are actually 
received from the wholesaler. 
What effect would these items have on the financial statements at 
December 31, 1929, and what adjustments, if any, would you feel obliged 
to make? 
VIII. 
Assuming that no records are kept as to costs on individual jobs, how 
would you inventory the uncompleted contracts of a painting contractor? 
IX. 
The cash account of the O. K. Company at December 31, 1929, has 
been analyzed by you as follows: 
Certificate of deposit $ 1,000.00 
Petty cash fund 100.00 
Undeposited receipts 5,368.19 
Cash in banks 128,416.19 
Cash in branch offices 500.00 
Total per books $135,384.38 
You find that $75,000.00 had been received December 26, 1929, in con­
nection with a bond issue, the proceeds of which are to be used exclusively 
for necessary additions to plant. You also learn that there is an agree­
ment with the bank that the O. K. Company will keep on hand at all times 
a deposit equal to 20 per cent of its bank loan of $80,000.00. 
How should these items be treated on the balance sheet? 
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X. 
In connection with the audit of the "Y" Corporation, you find an ac­
count called "Land and Buildings," which has been charged with the fol­
lowing: 
Date Particulars Amount 
2 / 1/29 Attorneys' fees in connection with organization of the com­
pany . $ 1,000.00 
2 / 6/29 Cost of land and old building 112,400.00 
2 / 2 8 / 2 9 Discount on sale of stock 15,000.00 
2 /28 /29 Miscellaneous organization expenses 518.12 
2 / 2 8 / 2 9 Cost of razing old building 2,546.00 
3 / 1 7 / 2 9 Attorneys' fees and expenses in connection with the pur­
chase of land and old building 2,000.00 
3 / 3 1 / 2 9 Stock bonus given to promoters; 150 shares of preferred 
stock—par value $100.00 each 15,000.00 
3 / 3 1 / 2 9 Administrative and general expenses, February and March 6,318.13 
4 / 1 5 / 2 9 Total cost of new building erected 96,318.63 
4 / 1 5 / 2 9 Discount and expense on bonds 5,000.00 
5 / 6/29 Real estate taxes 1,850.33 
5 / 3 1 / 2 9 Administrative and general expenses, April and May . . . . 14,419.64 
1 0 / 1 5 / 2 9 Interest on bond issue 3,250.00 
Total per books $275,620.85 
You also find that: 
(1) The "Y" Corporation was organized January 2, 1929. 
(2) The bond issue was for the purpose of paying for the cost of the 
building, is dated 4/15/29, bears 6 ½ per cent interest, and is payable semi­
annually. 
(3) Real estate taxes of $1,850.33 were deducted from the purchase 
price of $112,400.00 and were credited to organization expenses at Febru­
ary 6, 1929. 
(4) On February 28, 1929, the balance of $518.12 in the organiza­
tion expense account was charged to land and buildings. 
(5) The normal operations of the business commenced July 1, 1929. 
(6) Administrative and general expenses consisted of: 
Officers' salaries $16,000.00 
Factory superintendent's salary 3,000.00 
Supplies, l ight, heat, etc 1,737.77 
Total $20,737.77 
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(7) Other than reviewing the plans, blue prints, etc., neither the 
officers nor the factory superintendent were connected with the construc­
tion of the new building. 
In order that depreciation may be properly computed, you are to set 
up separate accounts for land and buildings, stating your reasons support­
ing the various kinds of items which you include in each account. 
In case certain charges found in land and buildings are not, in your 
opinion, properly chargeable to either land or buildings, state what dis­
position you would make of them. 
ECONOMICS AND PUBLIC FINANCE 
May, 1930, Examination 
I. 
Define gross profit, operating profit, net profit, dividends, surplus. 
II. 
Congress is about to pass a new tariff law. What are the economic 
principles on which it is supposed to be based? 
III. 
Discuss the economic results of combinations, consolidations or 
mergers, distinguishing between productive results and acquisitive results. 
IV. 
Explain the workings of the Federal Reserve System and outline its 
strength or weakness, including reference to its activities in the Stock 
Market crash and your opinions thereon. 
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INCOME TAX 
May, 1930, Examination 
I. 
Under the present Federal income tax law, certain exchanges of sim­
ilar property may be effected without tax liability unless cash or dissimilar 
property passes in the exchange; in that event the profit becomes taxable 
to the extent that cash plus the fair market value of the dissimilar prop­
erty was realized. 
A transaction coming under this head arose in 1929 when Fayette 
Hotels, Inc. exchanged an apartment hotel, which it had built and operated 
successfully for five years, and which was known as the Celeste Apart­
ments, for a commercial hotel, called the Bleak House, in the same city. 
The journal entry reflecting the final settlement was as follows: 
Cash $15,247.82 
Unexpired insurance—Bleak House 430.90 
Rents receivable—Bleak House 500.00 
Accrued taxes—Celeste Apartments 1,250.50 
First Mortgage Bonds—Celeste Apartments (balance unpaid out 
of original construction issue of $100,000 floated by company) 20,500.00 
Accrued interest on bonds—Celeste Apartments 1,000.00 
Reserve for depreciation—Celeste Apartments 16,796.03 
Leasehold—Bleak House, at fair market value 80,000.00 
Building—Bleak House, at fair market value 120,000.00 
Unexpired insurance—Celeste Apartments $210.24 
Accrued taxes—Bleak House 2,718.98 
Land—Celeste Apartments, at cost 10,000.00 
Building—Celeste Apartments, at cost 180,000.00 
Profit from exchange of buildings 62,796.03 
To record sale of Celeste Apartments and purchase of Bleak House. 
You are called upon to determine taxable income, difficulty having 
arisen as to the interpretation of the dissimilar property provision, the 
company's president being of the opinion that the release of the bonded 
indebtedness is the equivalent of a cash receipt. The exact language of 
the law is as follows: 
If an exchange would be within the provisions (of the tax-free exchange sec­
tion) * * * if it were not for the fact that the property received in exchange consists 
(in part) * * * of other property or money, then the gain, if any, to the recipient shall 
be recognized, but in an amount not in excess of the sum of such money and the fair 
market value of such other property. 
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A fair yearly allowance for depreciation for both bookkeeping and 
Federal income tax purposes is 3 per cent. What is the proper amount of 
annual depreciation for both these purposes? 
II. 
Name three items of non-taxable income and three items of non­
deductible expenses which must be excluded in computing the taxable net 
income of a corporation. 
III. 
A, an individual, realizes $100 through the sale in 1929 of certain 
stock rights. You are asked to inform him as to the correct method or 
methods of computing the taxable income arising therefrom. 
COMMERCIAL LAW 
May, 1930, Examination 
(Answer 2 questions in each subject division) 
NEGOTIABLE INSTRUMENTS 
I. 
John Smith makes and delivers to Henry Jones a promissory note, 
complying with all of the requirements as to negotiability, dated May 1, 
1930, due May 1, 1932, for the principal sum of $5,000.00 with interest at 
six per cent per annum. 
Suppose that Henry Jones, planning a trip to Europe, hands the note 
endorsed by him in blank to Eric Peterson, requesting Peterson to hold it 
to maturity and then present it for payment. Peterson on May 5, 1932, 
goes to the bank, and borrows $3,000.00, using this note as collateral for 
his own note. Jones comes back from Europe, finds that Peterson has 
been guilty of a breach of trust, and demands the note from the bank. The 
bank refuses to give it up until Peterson's note is paid and Jones sues to 
recover the note from the bank, claiming that the bank has no right to it 
as it was a taker after maturity. Is this argument sound? 
II. 
M borrows money from P, and gives P his promissory note, due in three 
years after date, payable to the order of P, for the amount of the loan, viz., 
$5,000.00, to which interest coupons are attached, due respectively every 
six months. It is provided in the note that if interest is not paid when due, 
as evidenced by said six interest coupons, the principal shall become im­
mediately due and payable without notice. Two years after the date and 
delivery of this note, P sells, indorses and delivers the note to H, for Three 
Thousand Dollars. The four interest coupons which have fallen due are 
still attached and unpaid and are also indorsed and delivered. At the end 
of three years, H presents the note to M for payment. M refuses payment 
to H, upon the ground that one month after making the note to P, he repaid 
it in full to P, not, however, taking it up or seeing that it was marked paid 
or cancelled, as P stated that he had it in his vault and would get it and 
send it to him. 
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H brings suit against M for the principal of the note and accrued 
interest. M's attorney makes the following arguments, the court reserving 
its decision upon each one: 
(a) That the note was non-negotiable in form because of the clause 
accelerating maturity. 
(b) That if the court should hold the note to be negotiable, the note 
was overdue when H bought it, and therefore H was not a holder in due 
course. 
(c) That if the court overrules M on points (a) and (b), still H is not 
a holder in due course, because he should have been put on notice by the 
fact that the interest was unpaid that something was wrong and therefore 
should have made inquiry. 
(d) That at any rate, if M is liable, H can recover only the Three 
Thousand Dollars that he paid, and interest thereon, and not the face of 
the note and the interest coupons. 
Discuss each argument as though it alone were made. 
III. 
Explain the purpose and effect of the following indorsements, and 
state what each one is called. 
Pay to John Smith 
Without recourse 
Henry Jones 
Pay to John Smith only 
Henry Jones 
Define and illustrate: 
Indorsement in full; 
Blank indorsement; 
Special indorsement. 
PARTNERSHIPS 
I. 
A and B are partners, A putting in $10,000 as capital, and B his time 
and skill. Nothing is said about division of profits and losses. It is agreed 
that B shall draw a salary of $100 per week. 
Answer the following questions: 
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(1) How shall profits be divided? 
(2) How must losses be borne? 
(3) Upon dissolution, the capital being intact, is B entitled to any 
part of the capital? Of capital increment (e. g. the increased value of the 
real estate?) 
(4) In case of bankruptcy, could B prove up as a creditor, for back, 
unpaid salary? 
II. 
A and B are partners, and are actually insolvent, but no bankruptcy 
proceedings have been filed. C, a creditor of the firm, obtains a judgment 
against the firm, and takes out execution thereon and directs the sheriff 
to levy on a truck belonging to the firm. 
(1) May this be done without consulting or taking into consideration 
the interests of other creditors? 
(2) May the other creditors by appropriate action, and, if so, what, 
prevent the sale of this truck to satisfy C's claim? 
III. 
A and B are partners in a manufacturing business. They make up 
some machinery on C's order which is shipped to C on credit. C claims 
that upon using the machinery, a weakness developed which he had to have 
corrected at a cost of $200. The bill of A and B for the machinery is 
$2,000, and C claims the right to deduct the $200. A and B have a confer­
ence, and it is decided that C's claim is invalid and that it will not be 
allowed. A leaves the city for a few days and during his absence C drops 
in and offers to compromise by paying $1,850 in full. B agrees and the 
settlement is made. A comes back and refuses to approve the settlement. 
Is he bound by what B has done? 
CORPORATIONS 
I. 
A, in 1920, owns stock in the X Corporation, and holds certificates 
therefor. In 1921, A sells and transfers this stock to B, but B neglects 
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to have the stock transferred on the books of the corporation. A dies 
in 1922, and M is appointed as his executor and trustee under the pro­
visions of the will. Presuming that A still owns the stock, and being 
unable to find the certificate, M represents that it is lost, and the corpora­
tion thereupon issues a new certificate in its stead to M as trustee. The 
company also declares a stock dividend and issues it to M, as trustee. 
Under the will, M has the power, as trustee, to sell any security held by 
him as trustee, and he sells the original certificate, and the stock dividend 
certificate to N, who has both transferred upon the books of the corpora­
tion, and new certificates issued to him in his name. M disappears with 
all of the trust estate. B now comes forward with his certificate and asks 
to have it transferred, and also puts in a claim for the stock dividend. Is 
the corporation in a sound position as to either claim? 
II. 
A has opportunity to rent a corner suitable for a gasoline service 
station. The owner, however, will not rent to him unless some responsible 
person will guarantee the payment of the rent. A goes to the President 
of the Crown Oil Company, the President being also its general manager, 
and proposes that in consideration that the Oil Company will guarantee 
the payment of the rent for a period of five years, at $200.00 per month, 
he will put up a service station, and buy and sell no oil and gasoline except 
the oil of the Crown Oil Company, the Oil Company to agree to supply him 
with all of his requirements during that period. The contract is entered 
into, the lease is signed, with the Oil Company as guarantor of the rent. 
The first month's rent falls due and is unpaid, and the landlord sues the 
Oil Company. 
Defense: 
(1) That the Oil Company is chartered to manufacture and deal in 
oil and gasoline, and not to do a guaranty business and therefore the 
guaranty is ultra vires. 
(2) That if it is not ultra vires, at any rate, the President was un­
authorized to enter into the guaranty without authority of the Board of 
Directors. 
Discuss both contentions, applying the general principles that govern. 
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III. 
A corporation is organized with common and preferred stock. The 
charter provides, and the stock certificates indicate that the preferred 
stockholders shall receive dividends at the rate of seven per cent per 
annum before any dividends are paid upon the common stock. But the 
charter and certificate provisions are silent on the question whether the 
preferred stockholders shall participate over seven per cent. During the 
first year of business, the directors declare seven per cent for that year 
upon the preferred stock and ten per cent upon the common stock, the 
earnings being sufficient to pay both dividends. Is this action proper? 
CONTRACTS 
I. 
A sells his business to B, the contract being drawn up in written 
form. B has expressed his willingness to buy only if A will not compete 
ever thereafter within a radius of five miles. The price agreed upon is 
the inventory value of the goods and the leasehold. The written contract 
omits the provision as to competition and B calls A's attention to this. A 
then agrees orally before witnesses as above stated, and the contract is 
thereupon signed. A then opens up a competing business across the 
street. B seeks an injunction. 
A's defenses are: 
(1) That the oral agreement can not be proved. 
(2) That even if the oral agreement not to compete were a part of 
the writing, it lacks consideration, as the price paid was the inventory 
value only; 
(3) That the agreement is void, at all events, because unlimited 
as to time; 
(4) That if B has a case it is for damages, and not by way of in­
junction. 
Discuss each defense separately as though the other defenses were 
not made. 
II. 
A, over the long distance telephone, told S that M was expecting 
to call on S in the next few days to open up a line of credit for himself (M), 
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and that if S would sell goods on credit to M, that he, A, would pay the 
bill, if M did not, up to an amount of $1,000. S thanked A and hung up the 
receiver. Two days later M appeared and purchased a bill of goods totaling 
$800, and was given 60 days credit. After the period of credit expired, 
S notified A, stating that he expected payment by return mail. A did 
not reply to this letter and S consults his lawyer as to whether he can hold 
A. What advice should the lawyer give him? Why? 
III. 
A enters into a contract with B, whereby A agrees to supply B with 
certain products to be manufactured by A and delivered within a stipu­
lated time at prices and upon terms stated. This contract consists in a 
letter written by A to B, and accepted by B. This letter is written on A's 
regular "letterhead," at the bottom of which, below A's signature, is the 
printed provision that all contracts are subject to inability to perform or 
delay caused by strikes, etc. A strike occurs in A's factory and he is 
unable to deliver to B by the date specified in his letter. B refuses to 
accept later delivery and sues A for damages. A contends (1) the printed 
provision is a part of the contract; and (2) at any rate, a strike would 
excuse him from performance even if not a part of the contract. Taking 
each argument by itself, is it sound or unsound? Discuss. 
BANKRUPTCY 
I. 
A becomes insolvent, and calls in C, a creditor, and D, to whom he 
owes no money. He explains his condition, and thereupon pays C in full. 
He also sells his delivery truck to D. D, by reason of A's immediate need 
for money, is able to buy the truck at a price below its real value. A few 
days later A's other creditors file a petition in bankruptcy against him. 
The creditors ask to have the payment to C set aside, and the sale to D 
rescinded. What result? Explain. 
II. 
A, a minor, negligently operates his automobile, and injures B. A 
goes into bankruptcy and schedules B's claim against him as one of his 
debts. Answer the following questions: 
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(1) If B claims that A is not entitled to the benefit of the bankruptcy 
law because he is a minor, is he correct in this position? 
(2) If the petition in bankruptcy is filed before B has obtained judg­
ment, is B's claim for damages provable and dischargeable in that pro­
ceeding? 
(3) If the petition in bankruptcy is filed after B gets judgment, is 
the judgment provable and dischargeable? 
III. 
What is the provision of the bankruptcy law as to the exemptions 
to which a bankrupt is entitled? What is an "exemption" and on what 
theory does the law recognize rights to exemptions? 
